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EDITORIAL DEPARTMENT NOTE 


We feel that we are fortunate in being privileged to 
publish in this issue of our Bulletin an article on a subject 
about which probably most of us know very little. We buy 
postage stamps, mail our letters and packages, and give 
little or no thought to the vast organization which com- 
poses the U. S. Postal Service and to the cost of operating 
such a great enterprise. But when we consider the widely 
scattered operating units of our postal system, the enor- 
mous volume of business handled, approximately 27 bil- 
lion units of mail matter annually, and the army of men 
and women necessary for its prompt and efficient service, 
we can begin to realize the immensity of the task of 
accounting for the cost of operating the system, which is 
approximately $800,000,000 per year. 

The author of this paper on “Joint Costs in the Post 
Office Department,” is Mr. Frederic A. Tilton, Third 
Assistant Postmaster General, Washington, D. C. He is 
in charge of Financial Affairs including the Cost Ascer- 
tainment Division of the United States Post Office De- 
partment. Mr. Tilton is a member of the Michigan 
Association of C. P. A., American Institute of Account- 
ants, American Society of C. P. A., and the District of 
Columbia Institute of C. P. A. He was formerly a resi- 
dent partner of Haskins & Sells in Detroit, and Chairman 
of the Michigan Board of Accountancy, 1913-1925. This 
paper was delivered at Washington before the members 
of the District of Columbia Institute of C. P. A. and 
of the Baltimore Chapter of N. A. C. A. 

The second article in this issue of our Bulletin deals 
with a subject which too often is neglected by many 
corporations. A well-organized and efficient patent de- 
partment will many times prevent expensive patent in- 
fringement suits, and at the same time economically 
promote the development of many patentable devices. 
This is an excellent discussion of the subject. 

Mr. E. Lawrence, the author of this paper on, “Records 
and Methods of Operation of a Patent Department,” is 
connected with the Troy Laundry Machinery Company, 
Inc., East Moline, Illinois. 
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JOINT COSTS IN THE POST OFFICE DEPARTMENT 
By Frederic A. Tilton, Third Assistant Postmaster General, 
Washington, D. C. 


| ol IS a pleasure to be invited to discuss the method of cost ac- 

counting in use in the Post Office Department with a technically 
minded body of men. The Cost Ascertainment System in the Post 
Office Department is a highly complicated and technical piece of 
machinery. Let it be understood from the beginning that I take 
no credit for its origin, development, or present state of perfec- 
tion. It was in full operation when I was brought into the pic- 
ture. I have not seen fit materially to change its form. Credit 
for its development belongs to others, some of whom have passed 
on either from this life or into other fields of endeavor. Those 
at present in charge are carrying on. 

While complex and highly organized, the Cost Ascertainment 
System -is not a perfect system. By no possible means could 
postal expenditures be distributed with absolute accuracy, regard- 
less of the amount of effort and expense that might be applied 
in that direction. The joint rendition of service makes necessary 
the segregation of expenditures between the classes of mail and 
special services by the application of mathematical formulae, and 
the results can be made to rank no higher than a close approxi- 
mation. Nevertheless, it is substantially accurate and complete 
and has so far exceeded the uses to which it has been put that it 
can rest while the uses catch up. To no material degree has 
Congress ever availed itself by practical application of the results 
of the ascertainment, which have been known since 1923, by a re- 
vision of rates to correspond with costs. The need of a system 
of cost ascertainment arose through the consideration of rate 
changes. Prior to 1907 rates had always been fixed by rule of 
thumb influenced more or less by political considerations and ex- 
pediency. Early in this century the idea seems to have gathered 
force that the rates should be fixed according to relative costs. 
Even after the costs were determined, they continued to be and 
are still ignored as the measure of rates to be charged. In the 
last Annual Report of the Cost Ascertainment the value of costs 
as a measure of rates was described in the following words: 
“The results are subject to reservations in respect to any conclu- 
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sions to be drawn therefrom. The allocation of revenues as to 
various classes of mail is without doubt substantially correct but 
no method has as yet been developed which would fairly and in- 
controvertibly apportion the expenses to give weight to the quality 
of the service as distinguished from the quantity of service ac- 
corded the different classes. The apportionment and division of 
expenses does not take into account the relative priority accorded 
first-class mail, the relative economic values of the several classes, 
nor the degrees of preferment. Such intangible considerations 
cannot be reduced to mathematical formulas, and the usefulness 
of the results as a guide to rates to be charged is accordingly 
limited.” 

In only one instance has Congress declared that the rates to be 
charged shall follow the costs. In the Act of February 28, 1925, 
defining fourth-class or parcel post matter, is a provision that 

“The classification of articles mailable, as well as the weight 
limit, the rates of postage, zone or zones, and other conditions of 
mailability under this section, if the Postmaster General shall 
find on experience that they or any of them are such as to pre- 
vent the shipment of articles desirable, or to permanently render 
the cost of the service greater than the receipts of the revenue 
therefrom, he is hereby directed, subject to the consent of the 
Interstate Commerce Commission after investigation, to reform 
from time to time such classifications, weight limit, rates, zone 
or zones or conditions, or either, in order to promote the service 
to the public or to insure the receipt of revenue from such service 
adequate to pay the cost thereof.” 

With a view to securing revenues more nearly proportionate to 
the costs of service and in accordance with the above cited statute, 
the Postmaster General has filed a petition with the Interstate 
Commerce Commission for changes in certain rates which mat- 
ter is now pending. The Cost Ascertainment System is a valuable 
instrument in determining the relative financial results of han- 
dling not only parcel post matter but the facilities falling under 
special services such as registered mail, insurance, C. O. D., spe- 
cial delivery, money order and postal savings. With these excep- 
tions it may be fairly stated that the rates to be charged are not 
now and will never be based upon the relative cost of operation 
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by classes. The reasons for this situation are obvious. Long 
established practice and conditions relating to letter mail, publi- 
cations and circular mail, have fixed entirely different values upon 
these classes. In respect of these it is not so much the relative 
cost as the relative value of service that controls. In this the 
postal service is not different from other public utilities where the 
value of delivered service is the measure of the charge. I may 
cite as examples, railroads, telephone, telegraph, gas and electric 
companies, theatres, etc. 

In some respects our problem is comparable to that of the 
petroleum industry where various products are derived at varying 
market values out of a common conglomerate raw material. Simi- 
lar problems are discovered in the chemical industry, as well as 
in paints and varnishes. In these instances, however, there is 
always a factor more or less absolute, the market value of the 
delivered product, which can be applied to the apportioned costs 
to determine a relative cost value somewhat consistent with the 
market value. In post office practice, however, there is no pre- 
determined market value to use as such a factor and we are 
without a coefficient to apply to obtain relativity in costs. With 
these general observations I will now undertake to explain the 
operation of the cost system, its general theory and purposes. 

The Postal establishment is neither an industrial nor a com- 
mercial organization. It manufactures nothing. It buys and sells 
nothing, except service. 

It buys service in wholesale quantities, in the form of compen- 
sation to thousands of contractors, and in the form of salaries 
to hundreds of thousands of postal employees. 

This service for which the Post Office Department expends 
$800,000,000 annually is retailed to the public in the form of more 
than 27 billion of units of service, for which the public pays an 
average of but 2-1/3 cents per unit. 

The purpose of the Cost Ascertainment is to credit as accu- 
rately as may be practicable to each of the classes of mail matter 
and to each of the special services its due proportion of the postal 
revenue, and to charge against each class of mail matter and each 
special service its proportionate share of the expenditures made 
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from the several sums appropriated by the Congress for the main- 
tenance of the Post Office Department and the Postal Service. 

The principal source of revenue of the Post Office Department 
is of course from the sales of stamps. 

When a patron purchases a supply of postage stamps he is not 
called upon to say what use will be made of them. He has 
merely paid in advance for so many units of postal service. He 
may use them for the payment of postage on any one or all of 
the four classes of domestic mail, on air mail, or on foreign mail, 
or he may offer them in payment of fees for registration, insur- 
ance, C. O. D. service, special delivery or special handling. In 
the accounts of the post office the transaction appears merely as 
a revenue from the “Sales of stamps.” 

In the fiscal year 1931 the revenue from this source together 
with that from the stamped envelopes and wrappers amounted to 
more than $524,000,000. 

For administrative purposes records are maintained at all post 
offices showing, by each of the prescribed fees, the number of 
special service transactions—registration, insurance, C. O. D., and 
minor services. Thus the value of the stamps used in payment 
of fees for such services can be accurately computed, but for 
more than a century the Post Office Department depended upon 
estimates, that were little better than guesses, as to the amount 
of postage revenue derived from each of the classes of mail 
matter. 

The growing annual postal deficit during the years following 
the world war gave birth to the Cost Ascertainment System of 
the Post Office Department. This system was first applied in an 
experimental way to the service of the fiscal year 1923. It be- 
came an annual function of the Postal Service beginning with the 
fiscal year 1926. 

It being wholly impracticable to maintain a continuous count 
of the postage paid on each class of mail deposited each day in 
more than 56,000 post offices, stations and branches, the gross 
audited revenue from the sales of stamps and stamped paper to- 
gether with the postage paid in money under permit can be 
segregated to the classes of mail matter only by processes of 
test, ratio and apportionment. 
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For the purposes of the Cost Ascertainment all post offices 
in the United States are grouped according to receipts, and from 
each group certain offices are designated to furnish detailed statis- 
tics as to revenue, pieces, weight and volume of each of the sev- 
eral classes of mail matter originating at those offices. 

The total postal revenue of the post offices so selected approxi- 
mates 50 per cent of the entire postal revenue from all post 
offices in the United States. 

In an effort to insure the highest possible degree of accuracy 
in gathering, compiling and reporting the prescribed data, each 
feature of the work is explained in great detail in a so-called “In- 
struction Letter”, issued in printed pamphlet form, relating ex- 
clusively to that particular feature. Thirteen such “Instruction 
Letters” are issued for the guidance of postmasters and the per- 
sonnel of the designated offices. 

Furthermore, to insure a thorough understanding of the pur- 
pose of the Cost Ascertainment and to assist the postmaster and 
the supervisory employees in working out detailed methods for 
securing the required data with a maximum degree of accuracy 
and at a minimum expense for clerical labor, every Cost Ascer- 
tainment office, large or small, is visited, prior to the first statis- 
tical period at that particular office by a representative of the Divi- 
sion of Cost Ascertainment. At such times every detail of the 
work is discussed, and arrangements are made to have the data 
gathered experimentally during one or two full days in order to 
familiarize every employee with his duties in connection with the 
Cost Ascertainment. 

Four 7-day statistical periods are fixed at intervals approximating 
three months. This is in recognition of the seasonal variations 
in the relative volume of mails of the several classes. For a 
similar reason due care is taken also to cover in the four statistical 
periods, as nearly as possible, a complete cycle of days of the 
month. 

During each of these statistical periods there is counted and 
recorded at each designated post office the amount of postage paid 
on all of the mail of each class originating at that office. 

The combined results of the four 7-day tests, after having been 
subjected to close scrutiny for possible inaccuracies, are converted 
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into the form of ratios, and the gross annual receipts from the 
sales of stamps and from postage paid in money under permit 
are apportioned accordingly. 

Separate ratios are established for each of the 15 post offices 
having receipts in excess of $7,000,000 per annum. In the case 
of offices in the minor groups, ratios are established from the 
combined data reported by the several designated offices in each 
group during the four statistical periods, and the composite ratios 
for each particular group are applied at the close of the year to 
the audited revenues from all offices within that group. 

By way of illustration: In the fiscal year 1931 there were 53 
post offices in the United States with annual receipts between 
$1,000,000 and $7,000,000. Ten of these offices,—Atlanta, Dallas, 
Denver, Seattle, Columbus, Memphis, Richmond, New Haven, 
Salt Lake City, Fort Wayne,—were designated to supply Cost 
Ascertainment statistics. The combined actual counts from these 
ten offices for the four statistical weeks developed that of the 
total postage and fees paid in stamps or by permit, 52.03258 per 
cent was for postage on first class mail. The actual stamp and 
permit revenue from all of the 53 offices in this group for the 
entire fiscal year was $111,356,415.67, of which 52.03258 per 
cent, or $57,941,617.10, was credited as revenue from first class 


In a similar manner the revenues from each of the other classes 
of mail were computed, and from the combined results of all the 
apportionments for all offices in the United States, by groups, it 
was determined that of the total stamp and permit revenue ap- 
proximately 5614 per cent was from first class mail, 10 per cent 
from third class mail, 234 per cent from parcel post, and the 
remaining 10 per cent from other classes of mail and the special 
service fees. 

It is to be understood that the postage on second class matter 
mailed by publishers and news agents at pound rates is paid in 
money and does not enter into these apportionments. 

In the course of the work, either as a supplement to the Cost 
Ascertainment or as an essential part of it, there is computed by 
classes of mail matter, the number of pieces, the weight and 
the volume. 


1086 


. 
mail. 


April 15, 1932 N. A. C. A. Bulletin 


To determine the average haul of each class of mail matter, all 
the originating non-local mails of each class are weighed in bulk 
by states of destination. By applying to the weights, in each case, 
the distance from the center of population of the state in which 
the mailing office is located to the center of population of each 
state of destination, there ‘s produced the total pound miles for 
each class of matter, which divided by the total weight of that 
class of matter develops the average haul. 

The several processes above described are applied to all those 
classes of mail matter on which the postage is paid by stamps 
affixed, including also permit and metered mail on which the 
postage is paid in money. 

In the case of publishers’ pound-rate second-class matter, all 
necessary data as to weights and revenue are taken from the 
official records regularly maintained for administrative purposes, 
leaving only the number of pieces, the number of copies, the 
volume, and the average haul to be determined by Cost Ascer- 
tainment. 

Periodical publications vary in frequency of issue from daily 
to quarterly, and in order to reflect a complete cycle of mailings 
at the designated offices, it is necessary that the mailings for an 
entire quarter be considered. Data is secured as to the number 
of copies and separately addressed pieces at each of the several 
rates comprising a complete single issue of each publication 
mailed at the designated offices during the December quarter of 
each fiscal year. 

This data, in so far as it relates to the second class matter on 
which postage is paid at pound rates, is applied to the quarterly 
revenues and weights of the respective publications, both of which 
are a matter of definite record. 

The revenue from publishers’ second class on which postage is 
paid by stamps affixed, is computed from such postage paid on a 
single issue and the total number of issues mailed during the 
quarter. 

As in the case of the data in connection with other classes of 
mail, these data relative to publishers’ second class matter are 
compiled separately for each of the offices in Group A and for 
the total number of offices in each of the other groups, thus 
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establishing ratios from which there may be computed for the 
entire fiscal year, the number of pieces, the number of copies, 
the volume, and the average haul of each of the divisions and 
sub-divisions of second class matter. 


Expenditures 

In a very few instances the entire expenditure from a particular 
appropriation can be allocated to a single class of mail matter 
or a single special service. The total expenditures from each 
of the several appropriations for the conduct of the Post Office De- 
partment and the Postal Service which cannot be directly allo- 
cated are apportioned in such a manner as to charge to each of 
the classes of mail matter and each of the special services, its 
proportionate share of the total expenditure. 

In the case of each of these appropriations (of which there were 
71 for the fiscal year 1931), the basis of computation is the exact 
audited expenditure as reported by the General Accounting Office. 
To the actual expenditure there is added, in each case, the esti- 
mate of the Controller, Post Office Department, as to the amount 
of unliquidated obligations chargeable to the service of the year, 
thus changing from the cash basis to the accrual basis and accrued 
operating expenditure. 

For the purposes of the Cost Ascertainment the several ap- 
propriations are grouped under general heads, as follows: 

1. Post Office Service 
Transportation 
Railway Mail Service 
Rural Delivery Service 
Miscellaneous 
General Overhead. 

This grouping is primarily in the interests of orderly arrange- 
ment and convenient reference, but serves also as an aid to analyti- 
cal study. 

Included in the Post Office Service are appropriations from 
which the expenditures exceed 50 per cent of the entire cost of 
the operation of the Post Office Department and the Postal Ser- 
vice. 

The largest individual appropriation for the Postal Service is 
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that for “Clerks, first and second class offices”, which covers all 
salary expenditures to supervisors (other than postmasters and 
assistant postmasters), special clerks, clerks, substitute clerks, 
watchmen, messengers and laborers. 

In order to establish ratios upon which to apportion the ex- 
penditures from the appropriation for “Clerks, first and second 
class offices”, tests are made at all of the designated cost ascertain- 
ment offices of the first and second class during each of the 7-day 
statistical periods. 

Throughout each statistical period every clerk employed in these 
offices is required to account for every minute of his service. This 
accounting includes not only the regular eight hours of duty but 
also any overtime service performed, and is in such form as to 
indicate what portion of his service was performed during the 
day and what portion during the night, this segregation being 
necessary in order to distribute equitably the 10 per cent additional 
salary payments made to clerks performing night service. 

If a clerk, during his entire tour of duty, is engaged wholly 
in connection with a single class of mail, or a single special service, 
he charges his entire time directly to that class of mail or special 
service. In the case of a clerk with diversified duties, he is re- 
quired to account for his service in detail, showing the time of 
commencing and the time of ceasing employment in connection 
with each of the prescribed items of service throughout the day, 
even though engaged upon a particular class of work for so short 
a period as but five minutes. 

To insure uniformity in these time reports, and to reduce to 
a minimum the clerical labor involved in their preparation, item 
numbers are used to designate the nature of the several duties 
required of the entire personnel of the post office force. 

In a great many instances, and this is particularly true in the 
smaller offices, mails of several classes are handled simultaneously, 
and it is wholly impracticable to separate the mails into classes 
prior to distribution for the sole purpose of enabling the clerk 
to charge to each class of mail the exact time required in its dis- 
tribution. This necessitated charges against “Mixed” items, with 
provisions for tests of such nature as to make possible a fair 
apportionment of the time charged to such “Mixed” items. For 
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example, a clerk may spend part or all of his time in the distribu- 
tion of packages of incoming letter mail. Such packages, although 
made up principally of paid first class mail, may contain individual 
pieces of each of the other classes of mail, including franked and 
penalty matter. Tests are conducted daily at each designated office 
of the first and second classes during each of the four 7-day 
statistical periods for the purposes of determining the proportion 
of the number of pieces of each of the classes of mail in the 
packages of incoming letter mail. The ratios established from 
these tests are then used in apportioning to the several classes 
of mail the entire time charged by the clerk to Item 21, Mixed 
mails, incoming, letter section. 

In the case of time charged to the distribution of “Mixed paper” 
and “Mixed parcel” mail, the ratios are based not upon the num- 
ber of pieces but upon the time spent in the distribution of each 
of the classes found in the test mails. This is in recognition of 
the wide variation in size and weight of the individual pieces of 
the several classes of such matter, these variations being such as 
to make a piece test inequitable. 

Similar tests are made in connection with the other classes of 
“Mixed” service and the time charged to each is prorated ac- 
cordingly. 

In this manner the entire service of all employees of first and 
second class post offices is allocated directly or is prorated on 
the basis of tests to the several classes of mail and special ser- 
vices, segregations being made according to the status of the 
employees : 


Postmasters 

Assistant Postmasters 

Supervisors and Special Clerks 

Clerks below the grade of Special Clerk 
Substitute, temporary and auxiliary clerks 
Watchmen, Messengers and Laborers. 


In the case of the City Carrier Service, which involves an an- 
nual expenditure of about $126,000,000, the cost accounting pro- 
cedure is essentially different. 

The recognized classes of routes are: 
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Business 

Residential 

Mixed business and Residential 
Exclusive Parcel Post 

Parcel Post Delivery and Collection 
Collection, and 

Exclusive Air Mail Collection. 


The service of a city delivery carrier is partly performed in 
the post office, arranging the mail in the order of delivery. The 
time so spent is designated “office time”, as distinguished from 
“street time.” 

In connection with each of the several classes of carrier routes, 
time tests are conducted for the purpose of apportioning equitably 
to the classes of mail matter and special services, the “office time” 
performed by the carrier. 

The “street time” is segregated for cost ascertainment pur- 
poses, between “stopped time” and “walking time”. Data is com- 
piled in connection with the routes tested in such a form as to 
show for each trip made, what classes of mail are due to be de- 
livered by the carrier at each stop on his route. In recognition 
of the fact that certain deliveries require a far greater amount 
of time than the average, time tests are regularly made for the 
purpose of determining the average amount of time required for 
a carrier to effect the delivery of matter of a particular class after 
he has reached the point where the delivery is to be made. The 
averages so ascertained used in conjunction with the number of 
stops made by the carrier on the trip for the delivery of each of 
the classes of mail matter, makes possible the computation of the 
total “stopped time” on the trip, and the proportion of such “stop- 
ped time” chargeable to each class of mail matter or special 
services. 

Where two classes of mail matter or special services are in- 
volved in a single delivery, one-half a “stop” is charged to each; 
if three classes are delivered, one-third of a “stop” is charged to 
each, and so on. 

Such of the “street time” as is not charged to “stopped time” 
is recognized as “walking time”. The “walking time” is appor- 

1091 


‘ i ‘ 
i 
+. 
4 
“a 


N. A. C. A. Bulletin April 15, 1932 


tioned to classes of mail and special services in proportion to the 
number of deliveries of each due to be made on the trip, without 
regard to the amount of time involved in effecting actual delivery. 

The service of the postmaster and of the assistant postmaster, 
excepting such as is charged directly by them to a particular class 
of mail, special service or mixed item, is prorated as general over- 
head to the classes of mail matter and special services in propor- 
tion to the aggregate charges against those items at that office 
from the salaries of all those paid from the appropriations for 
clerical and carrier forces. 

Following the close of each quarter, postmasters at designated 

offices are called upon to report the actual salary payments made 
during the quarter to the employees of their offices, segregated 
according to the status of the employees as above listed, the extra 
payments for night work being accounted for separately in each 
case. 
By applying to the actual expenditure for the quarter for ser- 
vice in any particular status the ratios established by the time 
tests, there is computed the amount of salary expenditure charge- 
able at that office during the quarter to each of the classes of mail 
matter and special services by those serving in that status. 

The summary of the results of these computations for the four 
quarters of the year forms the basis of ratios upon which the 
entire audited salary expenditure for the entire fiscal year is 
apportioned. 

As in the case of the computation of revenues and miscellaneous 
statistical data, the expenditures for each of the very large first- 
class post offices, 15 in the fiscal year 1931, are computed inde- 
pendently. In the case of the first-class offices of lesser size and 
of second-class offices the data is combined for the designated 
offices grouped according to their annual receipts and is applied 
proportionately to the total audited expenditures of all offices 
with approximately the same annual receipts, whether designated 
or non-designated. 

Postmasters at third and fourth class offices are permitted to 
engage actively in other occupations and the clerical force em- 
ployed in such post offices are not within the classified civil service. 

At all designated third and fourth class post offices, a count is 
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kept of the number of pieces of each class of mail handled and 
the number of each of the special service transactions performed 
during each of the four 7-day statistical periods. Observation 
tests are conducted by representatives of the Division of Cost 
Ascertainment at various times and at points widely scattered 
throughout the United States for the purpose of establishing the 
average tine consumed in these smaller offices in the handling of 
a single piece of each class of mail matter and in performing each 
of the special service transactions. 

From the counts made by the postmasters at the designated 
offices used in conjunction with the time tests conducted by Depart- 
mental representatives, ratios are computed separately for third 
and fourth class offices upon the basis of which there is appor- 
tioned the total salary expenditures to postmasters and clerks in 
all third and fourth class offices during the fiscal year. 

Expenditures for “Rent, Light and Fuel” are made for first, 
second and third class offices only. The postmaster at each desig- 
nated office is called upon to account for the use made of the 
entire floor space of the main post office and all stations and 
branches. 

There is reported in terms of square feet the space directly 
chargeable to each of the special services, and to “Outgoing and 
Incoming Mails”. 

Space used for “Outgoing and Incoming Mails” is apportioned 
to the several classes of mail in proportion to their volume, ex- 
cept that no account is taken of the volume of “Transit Foreign 
Mail” nor of mails in transit between territories and island posses- 
sions of the United States and foreign countries, and in the case 
of second class matter but one-half of the volume is taken into 
account. 

The “Transit Foreign Mail” consists of sealed bags of mail 
made up by a post office in a foreign country, which bags pass 
through the United States intact enroute to the foreign country 
of destination. Such bags rarely or never occupy space in a 
post office. 

But one-half of the volume of publishers’ second class matter is 
taken into account because of the fact that generally such matter 
does not pass through the post office of mailing. Such as does 
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pass through the office of mailing is assumed to be fairly offset 
by the so-called “Outside Mail” which does not pass through the 
office of destination. 

The space reported as “Miscellaneous” includes that occupied 
by the offices of the postmaster and the general supervisory officers, 
and also the corridor and lobby space, all of which is recognized 
as “Overhead” space and is distributed accordingly. 

The summary of these and the minor expenditures for Post 
Office Service in the fiscal year 1931 distributes the total expendi- 
ture of $411,000,000— 


44 per cent to first class 

II per cent to second class 

II per cent to third class 

13 per cent to parcel post, and 

21 per cent to foreign, franked and penalty mail and the spe- 
cial services. 


Transportation 

Transportation of the mails involves an annual expense approxi- 
mating one-fourth of the entire postal expenditures. 

The rates of compensation to railroad companies for the trans- 
portation of mails are fixed by the Interstate Commerce Commis- 
sion. The basis for the rate per mile in each case is the amount 
of space required for the mails, this having superseded the weight 
basis. Thus the cost for mail transportation in bulk is, in effect, 
measured by the cubic-foot-mile. Conséquently the audited ex- 
penditure for the year is spread over the several classes of mail 
matter in proportion to the ascertained cubic-foot-miles of non- 
local mail of each class. 

That portion of the compensation to railroad companies which 
is for railway post office service is prorated to the several classes 
of mail matter in proportion to their participation in this distribu- 
tion space, as determined by a nation-wide series of tests too com- 
plicated to be described in detail. 

The cost of mail transportation via electric line, power boat 
service and star route service is governed by the volume of the 
mail and the distance transported, consequently the gross expense 
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is apportioned to the classes of mail matter on the basis of rela- 
tive cubic-foot-miles of non-local mails. 

The cost of transporting mails between the post office and the 
railroad station whether by motor vehicle service, mail messenger 
service or by railroad company employees is apportioned to the 
class of mail on relative volume of non-local mails. 

The gross expenditure for all forms of mail transportation in 
the fiscal year 1931, $202,848,000, was distributed— 


21 per cent to first class 
15 per cent to second class 
3 per cent to third class 
39 per cent to fourth class 
18 per cent to foreign mails, and 
4 per cent to other items 


Railway-Mail Service 
In the fiscal year 1931 the cost of the Railway Mail Service,— 

salaries, travel expenses, and miscellaneous expenses,—was $61,- 
000,000. These expenditures were distributed to the classes of 
mail matter in proportion to their actual handling in the Railway 
Mail Service, as determined by elaborate time, piece, and volume 
tests— 

34 per cent to first class 

16 per cent to second class 

10 per cent to third class 

29 per cent to fourth class, and 

II per cent to miscellaneous items. 


Rural Delivery Service 

Data for the apportionment of the expenditures for “Rural De- 
livery Service” are obtained from approximately 250 typical rural 
routes. These test routes are so selected as to secure a fairly pro- 
portionate representation not only by States but by classes of post 
offices in each State. 

On each of these test routes, throughout each of the four statis- 
tical periods, records are maintained as to the classes of mail de- 
livered and collected at each stop. The record of the stops in 
connection with each trip is converted into terms of “stop values” 
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on the basis of 100 “stop values” for each stop. If but a single 
class of mail is delivered or collected at a particular stop, 100 “stop 
values” are charged to that class of mail. If two or more classes 
of mail are delivered or collected at a given stop the 100 “stop 
values” representing that stop are distributed equally between the 
classes of rail represented, the “stop values” for deliveries and 
those for collections being accounted for separately. In all cases 
the special services (registry, insurance, C. O. D., and money 
order) are made to share individually in the “stop values” on 
the same basis as classes of mail. 

The total expenditures for Rural Delivery Service are appor- 
tioned to the classes of mail and special services on ratios of the 
“stop values” as established by these tests, the cost of service on 
routes emanating from each of the four classes of post offices 
being computed separately. 

The total expenditure for Rural Delivery Service in the fiscal 
year 1931 was $106,000,000, which was distributed— 


36 per cent to first class 
36 per cent to second class 
22 per cent to third class 
3 per cent to fourth class, and 
3 per cent to miscellaneous items. 


General Overhead 

The expenditures recognized in the Cost Ascertainment as “Gen- 
eral Overhead” are from 38 appropriations, totaling, in the fiscal 
year 1931, $11,142,290.67 or 1.39 per cent of all expenditures for 
the conduct of the Post Office Department and the Postal Service. 

The expenditure from each of the several “General Overhead” 
items is charged direct to a particular class of mail or special 
service, or is distributed upon the ratios of a coordinate field 
service, or is spread upon general ratios. 

In the recapitulation the computed revenues from each class of 
mail matter and each special service are set up against the expendi- 
tures chargeable to each under our established bases of appor- 
tionment. 

As stated at the outset, these processes of allocation and appor- 
tionment do not reflect the relative priority of services, the rela- 
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tive intrinsic and economic values of the mails of the several classes, 
nor the degrees of preferment in handling, except to such extent 
as they may involve actual additional expense. Such elements are 
intangible and cannot be incorporated into a mathematical ascer- 
tainment of costs. For this reason, the results of the Cost Ascer- 
tainment cannot be used as a sole guide for rate-making purposes, 
nor are they intended to be such. 

Aside from such value as the results of the Cost Ascertainment 
may have as one of the elements entering into the fixing of postal 
rates, they furnish, year by year, reliable data as to the volume 
of each class of matter moving in the mails; they indicate, with- 
out bias, the extent to which each class of mail matter and each 
special service shares in the postal expenditures; and they make 
possible a close estimate as to the potential effect of proposed 
legislation involving postage rates or postal expenditures. 


RECORDS AND METHODS OF OPERATION OF A 
PATENT DEPARTMENT 


By M. E. Lawrence, Troy Laundry Machinery Co., Inc., 
East Moline, 


sires value of patent investigation through a patent and research 
department is an item which is sometimes overlooked by many 
executives. Some companies, especially the larger corporations, 
have well established patent departments and fully realized the bene- 
fits derived from this work, but a great number of the smaller 
manufacturing businesses of the country either carry on this work 
in a haphazard fashion or neglect it entirely. This neglect is due, 
in most cases, to two factors; lack of knowledge concerning the 
patent system of the United States, and a misconception of the 
results obtained from patent investigation. The objectives of 
this article, then, are to acquaint business men or executives with 
the patent system and to demonstrate the feasibility of a patent 
department and the results obtained therefrom. Legal terms and 
technical points are eliminated as much as possible, since such 
discussion is of value only to the patent attorney after the de- 

partment is in use. 
1097 


Ls 
(| 


N. A. C. A. Bulletin April 15, 1932 


Every manufactured article or valuable process in use in this 
country either is or should be registered in the United States 
Patent Office and a patent obtained therefor. In this way the 
product of a company or inventor is protected for the exclusive 
use of the owner over the specified period of seventeen years 
for which patent rights are given. These rights may be retained 
by the inventor, sold, or assigned to another providing the United 
States Patent Office is notified of such sale or assignment as re- 
quired by law. Thus the owner of the patent rights is protected 
against infringement of his product or process by any other 
manufacturer and is given lawful recourse in the event of in- 
fringement. 

“A patent,” quoting from rule 24 of the Rules of Practice of 
the United States Patent Office, “may be obtained by any person 
who has invented or discovered any new and useful art, machine, 
manufacture, or composition of matter, or any new and useful 
improvement thereof, not known or used by others in this country 
before his invention or discovery thereof, and not patented or 
described in any printed publication in this or any foreign country 
before his invention or discovery thereof, or more than two years 
prior to his application, and not patented in a country foreign to 
the United States on an application filed by him or his legal rep- 
resentatives or assigns more than twelve months prior to his 
application, unless the same is proved to have been abandoned, 
upon payments of the fees required by law and other due pro- 
ceedings had.” Upon conceiving something which he believes is 
patentable and of value, the inventor or company should retain 
a competent patent attorney for the preparation and prosecution 
of the patent as the value of a patent depends largely upon skillful 
wording of the specification and claims. Next the patent applica- 
tion is prepared. This application consists of the petition, specifi- 
cation, oath, drawings, and a model when deemed necessary by the 
Commissioner. 

According to rule 33 of Rules of Practice, United States Patent 
Office, “The petition must be addressed to the Commissioner of 
Patents, and must state the name, residence and post office address 
of the petitioner requesting the grant of a patent, designate by 
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title the invention sought to be patented, contain a reference to 
the specification for a full disclosure of such invention, and must 
be signed by the inventor.” ‘The Specification,” from rule 34 
of Rules of Practice of the United States Patent Office, “is a 
written description of the invention or discovery and of the manner 
and process of making, constructing, compounding, and using the 
same, and is required to be in such full, clear, concise, and exact 
terms as to enable any person skilled in the art or science to 
which the invention or discovery appertains, or with which it is 
most nearly connected, to make, construct, compound, and use the 
same.” 

It should set forth the precise invention for which the patent 
is solicited and explain the principle used, and the manner or 
means of applying that principle in order to distinguish it from 
other inventions. If the invention is only an improvement of an 
existing machine or process, this must be distinguished from what 
is old by explicit language. There should be a description of 
the drawings, if drawings are used, referring to the parts by either 
numbers or letters. Also the operation of the invention should 
be fully disclosed. The specification is closed by specific claims 
of the inventor and his signature. From rule 39 of the Rules of 
Practice of the United States Patent Office, the following order 
of arrangement should be observed in framing the specification: 

(a) Preamble stating name, citizenship, and residence of the 
applicant and the title of the invention. 

(b) General statement of the object and nature of the invention. 

(c) Brief description of the several views of the drawings (if 
drawings are used). 

(d) Detailed description. 

(e) Claim or claims. 

(f) Signature of applicant. 

All of the information in the petition must be according to the 
form prescribed by the United States Patent Office. It is then 
mailed to the Commissioner of Patents in Washington, D. C., and 
this office investigates the application as to its patentability. This 
investigation is, of necessity, very detailed and requires some 
time. When no difficulties, such as interference of an existing 
patent or the necessity of restating the description or claims, are 
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encountered, it is possible to receive the patent grant in six months 
to a year, but usually difficulties are encountered and as long as 
six years may elapse before receiving the patent grant. All 
matters of correspondence are handled only by the designated 
attorney and all changes or prosecution must be made by him. 
When the office is fully satisfied that all requirements are satis- 
factorily met with, the official copy of the patent is mailed to 
the patent attorney and additional copies are printed for the use 
of the office. One view and one or more claims are then printed 
in the “Patent Gazette” which is sold to the public in bound form. 
At the time the original application is entered, it is given a serial 
number and the item to be patented can then be manufactured 
and sold without fear of being copied by others. If it is demon- 
strated that this article is infringing upon some other patent, 
manufacture and sale must be curtailed either until the infringe- 
ment case is settled or the patent is granted. In some cases one 
patent will infringe upon another and then the matter must be 
brought before the Commissioner of Patents to determine which 
is the valid patent. The defeated party may then, if not satisfied 
with the decision of the Commissioner, carry the case to the Court 
of Customs and Patent Appeals in the manner prescribed by the 
rules of that court. The decision of this court is regarded as 
final. 

Every company should, and usually does, see that its products 
and processes are fully covered by patents, both in this country 
and in any foreign country in which they may be marketed. It 
should also be fully versed in the developments of other competi- 
tive manufacturers who are in the same field. In order to prop- 
erly accomplish these results, the formation of a Patent Depart- 
ment is necessary. For the average sized manufacturer, it is 
advisable to combine the patent and research departments under 
one head since both are related in object and, if separated, neither 
will have the personnel necessary for efficient operation. The 
large corporation usually has a complete patent department and 
its own staff of patent attorneys, but the average sized plant does 
not have enough patent work to make a full-time staff advisable 
and usually has its patent work done by some firm of patent 
attorneys. 
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The duties of a patent and research department are fundamen- 
tally interlocking. Research investigation should cover tests on 
all new developments both in the parent company and its various 
competitors and definite opinions should be rendered to the com- 
pany executives concerning all activities in the particular field of 
manufacture. The engineering department should receive copies 
of these opinions and such information should then govern com- 
pany developments. The patent part of the department is mainly 
to serve as a legal advisor in all new developments in the form of 
company designs and inventions and general competitive develop- 
ments as well as to carry on all work in conjunction with the firm 
of patent attorneys retained by the company. In order to give 
competent advice to the executives and to the engineering de- 
partments certain records are necessary. 

The basic record for any patent work is a complete set of bound 
copies of the “United States Patent Gazette.” This is published 
weekly by the government and yearly subscriptions can be pur- 
chased for a nominal figure. This book contains one view and one 
or more claims of each patent issued during that week. It also 
contains the trade marks issued during that week and a short dis- 
cussion of each case of patent litigation brought before the courts. 
The section on current patents of course is of most importance. 
These are printed in numerical order and a complete index by 
inventors, classes, and companies owning the patents is in the 
back of each volume. 

By maintaining a complete and up-to-date gazette the patent 
department has a condensed record of every United States Patent 
issued. This will serve as a basis for all further work of the 
department. The department should then compile a list of all 
types and classes of patents and inventions in which the company 
may ever be interested and send this list to the company attorneys 
to fill in the number of each class of patent. If time and funds 
permit the “Gazette” should be searched from its origination to 
the present date for each and all patents similar to those owned by 
the company or covering inventions in any way related to com- 
pany processes or products. This may be done by taking the 
volumes one at a time and looking up all patents indexed under 
class numbers that are on the list and names of competing com- 
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panies and recording such patents as are found. The incoming 
weekly “Gazettes” should be likewise searched and recorded in 
order that the system be always up-to-date. 

A card system of filing information is considered the most 
compact and accessible for this work. This form of printed 
card either 3” x 5” or 4” x 6” is suggested as a model: 


X Y Z Company Patent Record 


Date Issued......... 
Assigned Under Class......... 
Copy in our files....... 


A cross index filing system is desirable because of the enormous 
number of patents that may be handled. If the plant has a few 
very definite competitors, it is well to have duplicate cards for all 
patents owned by these companies filed in a separate case so that 
a comprehensive knowledge of the competitor’s designs is easily 
accessible. In all cases two or more cards should be made, one 
to be filed in numerical order and the other by some definite 
classification which can be designed to fit the special needs of 
that industry. Thus a patent can be quickly found either by 
issue number or by a general description’ of what it covers. 

Patent copies should then be ordered for all patents owned by 
the company and a card file made for these copies. Copies of all 
other patents which seem closely related to the company products 
should be ordered and placed in numerical order. Whenever the 
engineering department develops something new a complete search 
should be made by examining the excerpts in the “Gazette” relat- 
ing to this development. The patent numbers in this class should 
easily be obtainable from the card index file. Copies should be 
ordered of all patents which seem closely related and another set 
of cards should be made for each of these patents related to the 
new development and placed in file under the heading of this in- 
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vestigation. A complete study is then made of the related patents 
and the department head can then give his opinion on whether the 
development is patentable, free property, or is infringing upon 
some other patent. A similar search should be made covering any 
inventions under consideration by the company and, as a rule, 
the head of the Patent and Research Department should give a 
definite opinion as to the practicability, protection afforded, and 
general desirability of the invention under consideration. 

By following the above described procedure, after a short time 
the Patent Department has complete information in its files con- 
cerning all developments in the field and can, at a moment’s notice, 
furnish information or opinions on any contemplated develop- 
ments. New company inventions are investigated and an opinion 
of probable patentability is formulated. 

Foreign patents or searches of foreign patent records are best 
handled directly by the company attorneys since the desired in- 
formation can be easily obtained in any large city library and the 
expense of maintaining foreign gazettes in the patent department 
would not usually be justified. If this opinion is favorable, the 
invention is sent to the company attorneys who are instructed to 
carry on with the new invention or to drop the prosecution en- 
tirely; this upon recommendation of the Patent Department. It 
is thus shown that the company executives, patent attorneys, engi- 
neering department, and patent department must all function as 
one cooperating unit composed of four necessary parts. 

The advantages of a properly conducted patent department are 
that a centralized fund of information is obtainable which will 
govern the developments of the company, opinions as to patent- 
ability can be quickly rendered thus saving the cost of expensive 
searches by patent attorneys on some article of questionable patent- 
ability, information can be supplied to all departments concerning 
competitive designs and the fields left open for company expan- 
sion, and finally the head of this department by the nature of his 
work has a bird’s eye view of that particular field of industry and 
his opinions therefore should be of great value to the management. 
It must be remembered that this man is the key to a successful 
patent system. Industrial engineers say that the operator of any 
machine must be responsible in direct ratio with the value of that 
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machine ; thus the patent department head must be an exceptionally 
capable and responsible man with considerable patent experience, 
since he manages a very valuable part of the business and upon his 
opinions the policies and success of the enterprise may rest. 
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